





Name, Address and Description of Company
DEP is a public utility operating in the states of North Carolina and South
Carolina where it is engaged in the generation, transmission, distribution, and sale of
electricity to the public. Its general offices are located at 410 S. Wilmington Street,
Raleigh, North Carolina; and its mailing address is Post Office Box 1551, Raleigh, NC
27602-1551.
Notices and Communications
The attorneys for DEP to whom all correspondence should be addressed are:
Heather Shirley Smith, Deputy General Counsel
Duke Energy Progress, LLC.
40 West Broad St., Suite 690
Greenville, SC 29601

Telephone 864.370.5045
heather.smith@duke-energy.com

and

Frank R. Ellerbe, III, Esquire
Robinson McFadden & Moore, PC
Post Office Box 944

Columbia, SC 29202

Telephone: 803-779-8900
fellerbe(@robinsonlaw.com

The Requested Deferral

This Petition respectfully requests the Commission to issue an accounting order
authorizing DEP to defer in a regulatory asset account the incremental costs, including
incremental operation and maintenance expense, depreciation expense, and return on
capital investments, incurred in connection with extraordinary storm activity occurring
during 2016, namely Hurricane Matthew. The Company’s total incremental costs

charged to operation and maintenance expense to repair and restore its system in South
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Carolina following Hurricane Matthew, is expected to total approximately $40.4 million.
In addition, the Company invested approximately $20 million in capital investments in
the restoration efforts. These amounts were accumulated from the actual invoices for line
workers, tree professionals, materials, and staging and logistics received from all of the
various vendors’ invoices. The total incremental cost is an estimate and will be trued-up
each quarter through 2017. However, due to year-end, the Company must make this
Petition for financial reasons based on the best knowledge to date.

Hurricane Matthew was of considerable magnitude, and caused damage in North
Carolina and South Carolina to Duke Energy Progress’ electric system on a scale similar
to Hurricane Hugo in 1989. Hurricane Matthew was the fifth worst hurricane to hit the
Carolinas in recorded history. Pursuant to the weather forecast, DEP’s original planning
was based on an estimated outage of 200,000 customers in the Carolinas, but as the storm
track shifted to the west, the amount of rainfall grew, along with higher wind speeds
further inland, and the Company had to adjust its planning. Although Hurricane Matthew
was downgraded to a Category 1 hurricane, DEP still saw extreme winds with ten inches
or more of rain over a larger geographic area than what was originally predicted. With
the change in forecast, the Carolinas were hit harder than expected. Instead of 200,000
customers experiencing power outages at peak, DEP had 680,000 customers out at peak.
Larger, densely populated inland areas were impacted. The Company tripled the number
of line resources mobilized, going from 2,600 line workers, pre-staged based on the
forecast, to 4,000 additional workers from across the country and Canada. Customer
outages peak in the Carolinas was approximately 680,000, which occurred Sunday,

October 9 at 8:00 AM. The total number of customers impacted in the DEP service
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territory during the storm was 1.4 million (1.1 million in North Carolina and 0.3 million
in South Carolina). The DEP transmission system had 115 substations and 58 lines out of
service. On DEP’s total Carolinas distribution system, as of November 30, 2016, there
were almost 300 miles of downed wire, approximately 2,000 downed poles, and 800
damaged transformers. The Company expects those numbers to rise as new data comes
in.

After the storm hit, the Company quadrupled its resources from nearly 2,300 line
restoration workers to more than 10,000 in the Carolinas. These men and women came
from Delaware, New York, Nebraska, Maine, Indiana, Florida, Oklahoma, lowa,
Massachusetts, Texas, Tennessee and Pennsylvania. Personnel also came from Canada
to assist in restoration efforts. The Company housed thousands of these utility workers
far from home at staging areas. In addition to line crews and vegetation professionals,
support personnel worked around the clock in call centers and operations centers to
answer outage calls, assess damage and dispatch crews. Other support personnel handled
logistics, such as meals and housing for the crews.

The Company also provided designated personnel to work with city, county and
state government officials and emergency management teams, with updates every few
hours to the South Carolina Office of Regulatory Staff and South Carolina Emergency
Management Division for reporting to the Governor of South Carolina. The incremental
costs for DEP in South Carolina for Hurricane Matthew are approximately $40.4 million
of incremental O&M and $20.4 million in capital investments.

The Commission has historically authorized accounting deferrals for incremental

storm costs such as in Order No. 2004-367(A) (October 8, 2004), Docket No. 2004-55-E;
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Amended Order Approving Petition to Amortize Storm Damage Expenses. In that
petition, DEP requested an accounting order allowing it to defer and amortize certain
storm damage expenses incurred to restore and/or replace property damaged or destroyed
by an ice storm in January 2004. In this Order, the Commission concluded that the
approval of the requested accounting treatment was in keeping with Condition No. 34
contained in the Commission Order No. 2000-229 in Docket No. 1999-434-E/C which
allows DEP to request a deferred account for major expenditures to restore or replace
property damaged or destroyed by force majeure.

The Commission has also previously authorized storm deferral in recent years,
such as in Order No. 2015-62 (January 21, 2015), Docket No. 2014-482-E, Order
Approving Petition for an Accounting Order to Defer Incremental Storm Damage
Expenses Incurred as a Result of the Snow and Ice Storms in the First Quarter of 2014.
In that Docket, the Commission approved incremenental operations and maintenance
expenses to repair and restore the Company’s system. The deferral requested in this
petition is markedly similar to the previous deferrals authorized by the Commission.
Financial Consequences of the Company’s Request

In its third quarter 2016 quarterly financial report filed with the Commission,
DEP reported an annual return on common equity of 7.80% per books and 5.05%
adjusted, for the twelve months ending September 30, 2016, both of which are
significantly less than the rate of return on jurisdictional common equity approved by the
Commission in DEP’s last general rate case in Docket No. 2016-227-E (10.1%). Without
approval of this deferral request, the Company will face additional earnings degradation

of approximately 337 basis points. Without a deferral, DEP’s already low earnings for
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the twelve months ending September 30, 2016 will significantly worsen. To mitigate the
impact of the requested deferral to ratepayers, DEP will propose in its next rate case to
amortize these deferred costs over a multi-year period. Approval of this request will help
mitigate the deterioration in earnings, benefiting both DEP and its customers by helping
to assure investors’ confidence in DEP and help assure access to needed capital on
reasonable terms.
Conclusion

An accounting order granting the relief DEP seeks in this Petition will not
preclude the Commission or any party from addressing the reasonableness of these
deferred costs in the Company’s next general rate proceeding. Therefore, DEP petitions
the Commission to authorize DEP to defer in a regulatory asset account: a) the
incremental operation and maintenance expenses and b) the depreciation expense and
carrying costs at its weighted average cost of capital on the incremental capital cost as
well as the carrying costs on the deferred costs incurred in connection with Hurricane
Matthew, which, as described in this Petition, caused significant outages and damage to
DEP’s system and affected South Carolina retail operations.

Respectfully submitted this the 30th day of December, 2016.

Heather Shirley Smith, Deputy General Counsel
Duke Energy Progress, LLC.

40 West Broad St., Suite 690

Greenville, SC 29601

Telephone 864.370.5045
heather.smith@duke-energy.com
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and

Frank R. Ellerbe, III

Post Office Box 944
Columbia, SC 29202
Telephone: 803-779-8900
fellerbe@robinsonlaw.com

Attorneys for Duke Energy Progress, Inc.

7 of 7



